The seven papers presented at the 2008 Kobe Forum report important and interesting results from Japanese research on accounting and management. In Japan, the focus of accounting on helping management operate the firm efficiently has yielded great economies. The single-minded focus of the IFRS, based on investor and security market orientation of U.S.-U.K. accounting does not serve the Japanese economy well. The dysfunctional consequences of the attempts to force convergence of Japanese financial reporting to IFRS can be seen in the weaknesses of the socalled fair value accounting and in accounting for business combinations.
what is the purpose of accounting and who does it serve? In Japan, accounting and financial reporting have been focused largely on facilitating efficient manufacturing and other operations of firms. As Japanese firms formed subsidiaries or joint ventures abroad, they were exposed and even pressed to adopt international accounting standards. These standards, based largely on U.S. and British practices, are focused on facilitating efficient investor decisions through security markets. The movement to harmonize the accounting practices of Japanese companies with such international standards does not necessarily help maintain or improve the efficiency of their operations.
Prof. Nakano's perspective on problems associated with international convergence to a single point of view are shared by many accounting thinkers in Europe and U.S. When the IASB issued its conceptual framework proposing that the primary purpose of financial reporting should be to help investors make better decisions, many objections were raised because such a perspective ignores the stewardship and operational roles of accounting emphasized by Prof. Nakano in his address. As I have written elsewhere (Dye and Sunder 2001 , and Sunder 2002a , and 2008a , the benefits of international harmonization of financial reporting have come to be over-emphasized by those who are in the business of writing international accounting standards, and it is up to accounting academics to analyze the validity of the claims of benefits of harmonization.
I am delighted to learn about Prof. Matsumoto's (2007) shareholders. In the recent decades, the emphasis has swung to an excessive focus on dividends, residual income and other aspects of the firm which are of interest to the shareholders at the cost of insufficient attention to the interests of other stakeholders such as employees. Fact is that the value added by corporations to society includes not only the value to the shareholders but also to other parties. Income to shareholders alone cannot, therefore, be a reasonable basis to assess the value a firm adds to society (Sunder 2001 Prof. Nobioka suggests that Japanese firms excel in creating value through quality, cost and speed, but not in capturing the value for their shareholders. They are not able to include capture of value in their mind set which is still fixed on value creation. The result is that they design and produce hundreds or thousands of variations of their products, mostly without patent protection, and achieve lower profitability. In contrast, U.S. firms begin their planning process with a strategy to capture value. Japanese firms could benefit by shifting their focus from producing perfect products to merely superb products and be more profitable if they focus their attention on product features that their customers are willing to pay for. When Thus accrual, realization and historical cost principles served the needs of management well. In practice, they also allowed the parent companies to distribute their profits to subsidiaries through recognition of intra-group sales. Banks were the mainstay of corporations with land as the primary collateral. Historical costing prevented revaluation of land, and its outflow from corporation to the market place, as we have already discussed. Thus the accounting system supported the Japanese style of corporate management.
In management literature, Japanese psychology is said to be conciliatory, altruistic, and reciprocal and provides fertile environment for quality circles and other joint product endeavors. Experimental studies, on the contrary, suggest that Japanese psychology is spiteful, instead. In a public good game among Japanese players, if a player does not contribute to public good, others tend to retaliate. Japanese are keener on being relatively better off than being better off in absolute terms. Thus, they tend to choose a reward of 80 for self and 70 for others, instead of a reward of 100 for each. Japanese contribute to public goods not because they prefer production of public goods per se, but for the fear of being sniped at by others if they do not contribute.
In Japanese manufacturing, simultaneous engineering by suppliers produces components even before an order to produce them is received, and it is admired for saving time. But in fact, it is simply a survival method for the smaller component suppliers who struggle under the thumb of the exploitative powerful assemblers. Such small manufacturers have no alternative but to produce in advance of the orders so they can be filled immediately.
In experiments on collusive bidding, introduction of non-Japanese bidders tends to preclude bid-rigging early on. However, over time, bid prices rise for all, including the bids of non-Japanese bidders even if they are kept outside the room beyond visual contact with the rest of the group. These results suggest that the behavior is driven by the profit motive and not by cultural or national traits. Japanese government itself acquiesces to some collusion in bidding believing that it may help assure higher quality of the public goods it purchases.
As Prof. Matsumoto suggested, Japanese are highly concerned with the distribution of value and therefore they prefer an accounting system in which every one is informed about what everyone else gets. This is reflected in the work of Prof.
Nobioka and Prof. Saijo. In discussions of international accounting, national and regional characterizations are often used. Whether there are such differences across national characters remains to be established.
Prof. Yamaji suggests that research findings from laboratory experiments raise questions about the validity of attributing either the successes or the failures of
Japanese business to the personality attributes of the Japanese people.
This Japanese conference is, understandably, conducted in a self-critical mood. fresh start method leads to the suggestion that the latter be reserved only for the mergers of equals, which is a rare event.
Professor Nakano provides an extensive and insightful history of the development of the current merger accounting standard in the U.S. (SFAS 141). He points out how it ended up being a political compromise between the FASB, accounting theoretical arguments and business interests. While the standard prohibits pooling of interest accounting, it does not require either immediate or periodic amortization of acquisition goodwill. Instead, it recommends an impairment test and calls for goodwill to be written down only when it is impaired-a matter of subjective judgment.
Professor Nakano proposes that when neither firm can be identified as the acquiring firm, accounts could be prepared as if there is 50-50 chance of each firm being the acquiring firm and each management has the chance of being the dominant group. This will yield financial statements showing an average of assets, liabilities and net assets from the two sets of statements assuming that one or the other is the acquiring firm.
One might extend Prof. Nakano's proposal to all mergers by using probabilities of being the acquirer which are proportional to the size of the respective firms. Properties of such generalization of his proposal remain to be explored.
Sunder Financial reporting as well as investor behavior were said to suffer from "short-termism" even before the introduction of FV accounting. This accounting method is only likely to aggravate this affliction, especially in Japan where research studies show the institutional investors to be even more short-term oriented than in the U.S.
In shifting the responsibility for assessment of future from investors to managers, FV changes the balance between them in a fundamental way.
Consequences of this shift, especially at macroeconomic level remain to be analyzed.
Inclusion of FV in corporate accounting will change the facts, issuance of debt and equity securities, listing/delisting decisions, contracts and utility rates. Will the shortterm decision horizon of managers create an unstable feedback loop between their expectations (optimism or pessimism), valuations, and lead to market instability?
FV may also cause changes in business cycles although little research has been done on this topic so far. By reporting and emphasizing unrealized gains, will In my assessment, Prof. Tokuga's analysis is both important as well as accurate. I do not believe that the economic consequences of adopting FV have been adequately analyzed and thought through before it was adopted (Sunder 2008b ).
Tendency towards shorter term decision making in investment, financial reporting and executive compensation is understandable, mutually reinforcing, and ultimately harmful. The effect of mark-to-market accounting for liabilities is that firms about to default on their debt will be able to lower their liability, and thus improve their In summary, the seven papers presented at Kobe Forum have been most enlightening and interesting not only for accounting but also for the broader disciplines of management and economics. They seek to put Japanese accounting in the broader context of the attempts to pursue convergence of financial reporting at a global scale, and its consequences. The real differences of various economies of the world tend to be downplayed in the rush to convergence and harmonization, disregarding their potential for dysfunctional consequences. Among other things, the damage that could be inflicted by a world-wide monopoly of accounting standards on the role of innovation in financial reporting is ignored. On the other hand, the differences among the behavioral traits of individuals across countries tend to be 
